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or suddenly increased partial tax is imposed on certain kinds
of capital, the tax, if it cannot be shifted to the consumer of
the article, or if it does not lead to a gradual cessation of the
production of the commodity, will be discounted in a depre-
ciation of the capital value of the article by a sum equal to
the capitalized value of the annual tax, and will therefore fall
on the original owner of the commodity before the tax was
imposed or increased, and not on the new purchaser. In
other words, when two classes of capital are taxed at unequal
rates, the excess of the tax above the average rate tends to
be borne by the original holder, because the new purchaser
pays so much less for capital on account of the tax. Other-
wise he will prefer to invest his money in something else
which will bring him the usual interest. It is only when the
tax is again increased that the present owner is compelled to
bear the new burden. The limitations of the doctrine must,
however, not be forgotten;1 for it is just because of failure to
notice these limitations that some writers have fallen into the
error of assuming that a tax on capital is always a tax on the
capitalist If a tax could not be shifted, or if it could not
destroy the producer, who has bought the business, then
indeed the excess of an unequal tax, or the exemption from a
tax, would be capitalized or amortized into a change in the
capital value of the capital taxed. But, as we shall soon see,
it is an error to assume that the tax can never be shifted, or,
on the other hand, that it can never injure the purchaser who
continues to produce.

2.   The Incidence of a Capital Tax as between Debtor and
Creditor or Borrower and Lender

To just the same extent that it is difficult for a capitalist
to shift a tax which is imposed on all capital, it is easy for
him to shift to the borrower a tax which is imposed on only

1 For a fuller discussion of this doctrine as applied to an important class of
capital, see the essay on " Taxation of Corporations," in Seligman, Essays in Tax-
ation^ pp. 254-258.